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1. This paper consists of 6 pages (including the cover page). 
2. All the questions should be answered. 
3. The marks shown against the requirements for each question should be taken as an 
indication of the expected length and the required depth of the answer. 
4. Answer the questions using: 
 effective arrangement and presentation; 
 clear explanations; 
 logical arguments; and 
 clear and concise language. 
5.  This is an open book assessment. 
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QUESTION 1        50 Marks (60 Minutes) 
The IASB refers in their documentation to a logic approach to the classification and 
measurement of financial assets and explain the background to the approach as 
follows. 
IAS 39 contained many different associated impairment models. Many of the 
application issues that arose with IAS 39 were related to the classification and 
measurement of financial assets. 
Based on feedback received, the IASB decided that the most effective way to 
address such issues and improve the ability of users of financial statements to 
better understand the information about the amounts, timing and uncertainty of 
future cash flows is to replace the existing classification and measurement 
categories for financial assets. 
The IASB describes the classification and measurement approach in IFRS 9 as 
follows: 
IFRS 9 is built on a logical, single classification and measurement approach for 
financial assets that reflects the business model in which they are managed 
and their cash flow characteristics. 
Classification determines how financial assets are accounted for in financial 
statements and, in particular, how they are measured on an ongoing basis.  
Requirements for classification and measurement are the foundation of the 
accounting for financial instruments. 
The requirements for impairment and hedge accounting are based on that 
classification. 
Required: 
Discuss whether the business model approach that the IASB has adopted in IFRS 9 
is appropriate to create a foundation for the accounting for financial instruments on 
which both impairment and hedge accounting is based.  
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QUESTION 2       50 Marks (60 Minutes) 
IFRS 15 Revenue from Contracts with Customers establishes a comprehensive 
framework for the recognition of revenue based on the transfer of control that is 
derived from the concept of control in the definition of an asset in the conceptual 
framework of financial reporting.  In this regard the asset represents the transfer of 
goods and services to a customer. Therefore an entity would recognise revenue 
when a performance obligation is satisfied by transferring a promised good or 
service to a customer, which is when the customer obtains control of that good or 
service.  
In the original 2010 Exposure Draft of the revenue project, the IASB did not 
distinguished between the transfer of goods and services at a point of time or over 
time and the respondents requested that clarification needed to be provided on how 
control is applied to goods and services that is provided over time. The IASB 
accepted the request in the revised Exposure Draft and indicated circumstances 
under which control is transferred over time. The respondents welcomed the 
inclusion of the circumstances that indicated the transfer of goods and services over 
time, but agreed that the circumstances needs further clarification, which the IASB 
did in the final standard.  The IASB explain the reasoning for their decision as follows 
in the basis of conclusions to IFRS 15 (BC122 to BC123):  
 
As described in paragraph BC119, many respondents agreed with using control 
as the basis for assessing when the transfer of a promised good or service (ie 
an asset) occurs. However, most respondents to the 2010 Exposure Draft 
explained that the definition was most helpful when applied to performance 
obligations for the transfer of goods. They commented that applying the 
concept of control is straightforward in those cases because, typically, it is clear 
that an asset has transferred from the entity to its customer. They noted, 
however, that the requirements were more difficult to apply to performance 
obligations for services and construction-type contracts, because it could be 
difficult to determine when a customer obtains control of a service. This is 
because in many service contracts the service asset is simultaneously created 
and consumed and, therefore, is never recognised as an asset by the 
customer. Even in the case of a construction contract in which there is a 
recognisable asset, it can be difficult to assess whether a customer has the 
ability to direct the use of, and obtain substantially all of the remaining benefits 
from, a partially completed asset that the seller is creating. Consequently, many 
respondents in the construction industry were concerned that they would be 
required to change their revenue recognition policy from using a percentage-of-
completion method to a completed contract method (ie on the basis that the 
transfer of assets occurs only upon transfer of legal title or physical possession 
of the finished asset, which typically occurs upon contract completion). Those 
respondents explained that the outcome of applying the completed contract 
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method to their contracts with customers would not be a faithful depiction of the 
economics of those contracts. 
 
As a result, some respondents suggested that the boards provide guidance for 
the transfer of control of services separately from the guidance for goods. 
However, the boards observed that it would be difficult to clearly define a 
service and not all contracts that are commonly regarded as services result in a 
transfer of resources to customers over time. Furthermore, the boards decided 
that the notion of control should apply equally to both goods and services. 
Consequently, to address respondents’ concerns, the boards decided to specify 
requirements that focus on the attribute of the timing of when a performance 
obligation is satisfied (ie when a good or service is transferred to a customer). 
Accordingly, IFRS 15 includes criteria for determining whether a performance 
obligation is satisfied over time.  
 
Required:  
Discuss whether the principles in IFRS 15 to determine when goods and services is 
recognised at a point of time or over time is robust to create a comprehensive 
framework for the recognition of revenue from contracts based on the concept of 
control.  
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QUESTION 3       50 Marks (60 Minutes) 
ACCA has made the following comments regarding the expected loss approach to 
the impairment of financial instruments in one of their technical articles. 
The IASB has proposed a model where credit losses on financial assets are no 
longer recognised when incurred but rather, are recognised on the basis of 
expected credit losses. This is often called the ‘expected loss’ approach. 
The expected loss approach is likely to result in earlier recognition of credit 
losses, which includes not only losses that have already been incurred but also 
expected future losses. Arguably this method will be more prudent as both 
assets and profits will be reduced. It is however open to the criticism that 
allowing the judgment of what future losses might be incurred it will allow some 
companies to engage in profit smoothing. 
Expected credit losses are defined as the expected shortfall in contractual cash 
flows. The estimation of expected credit losses should consider past events, 
current conditions and reasonable and supportable forecasts. 
The Directorate-General for Internal Policies of the European Parliament has 
compared the expected loss model of the IASB and the FASB and made the 
following comments in a policy document titled Accounting for Financial 
Instruments: The FASB and IASB IFRS 9 Approaches. 
The FASB wishes to require that the current estimate of all contractual cash 
flows not expected to be collected by an entity in respect of its existing financial 
instruments should be recognised immediately, such that the allowance 
balance is sufficient to cover all estimated credit losses. The IASB wishes to 
reflect the economics of lending and loan losses by reflecting that economic 
losses arise when credit loss expectations change from initial expectations, and 
to strike a balance between the dangers of unduly low loss allowances and the 
dangers of unduly high loss allowances:  for assets for which credit risk has 
increased significantly since initial recognition, the loss allowance is an amount 
equal to lifetime expected credit losses but, for assets for which credit risk has 
not increased significantly since initial recognition, the loss allowance is an 
amount equal to 12 month expected credit losses. Setting the allowance equal 
to 12-month expected losses in the latter case is an operationally simplified 
approach to addressing an IASB (2009) objective to recognise initial expected 
credit losses over time as part of a credit-loss-adjusted effective interest rate. 
Required: 
Discuss whether you agree with the credit loss approach the IASB has adopted for 
the impairment of financial assets in IFRS 9 to reflect the economics of lending and 
loan losses and to recognise the related interest income on the impaired financial 
assets. 
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QUESTION 4       50 Marks (60 Minutes) 
Electro Limited is a fast-growing electrical component manufacturer that is listed on 
JSE Limited. Due to the nature of the rapid growth Electro Limited is experiencing 
short-term financial difficulties. No going concern issues are present since the future 
projection is that Electro Limited would be profitable and cash strong after all the 
expansions are implemented. 
The Board of Directors is considering transferring the debtor’s book of R15 billion to 
a local factoring house to obtain the necessary short-term cash flows. The debtor’s 
book have extended terms and most debtors paying terms are between six to eight 
months. Most of the customers have good credit history and the average credit write-
offs were less than 2% over the last ten years. 
The Board of Directors is, however, concerned about the financial reporting 
consequences. They have heard that depending on how the deal is structured the 
financial reporting treatment could differ substantially. They requested you to give 
them advice on the possible accounting treatments and what the consequence of 
each treatment is on the financial statements of Electro Limited. The Board of 
Directors also confirm that they would like to continue to service the debtors and 
collect the cash flows.  
Required: 
Write a report to the Board of Directors of Electro Limited in which you explain the 
financial reporting consequence of different accounting treatments for transferring 
the debtor’s book by referring to the derecognition guidance in IFRS 9 Financial 
Instruments. Your report could ignore presentation and disclosure consequences. 
      
 
 
